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The  Necessity  for  a  Common  Ownership  and 

Operation    of  the   Railroads   of 

the  United  States. 


Mr.  Chairman  a.nd  Gentlemen: 

I  AM  about  to  inflict  you  with  some  views  on  the  trans- 
portation question  that,  though  not  altogether  orig- 
inal, have  become  with  me  a  growing  conviction.  I 
am  persuaded  that  some  method  must  be  devised  for  the 
more  efficient  and  economical  operation  of  our  national 
transportation  system.  I  but  state  a  fact  known  to  all  of 
you  when  I  say  that  for  the  past  few  years  the  cost  of 
transportation  has  been  steadily  increasing  while  its  effi- 
ciency and  adequacy  have  been  steadily  diminishing.  It 
is  a  proud  boast  that  the  per  ton-mile  cost  of  transpor- 
tation in  this  country  is  the  lowest  of  any  in  the  world, 
but  when  the  length  of  haul  and  the  unit  transported  are 
considered  together  with  the  difference  in  the  service 
rendered,  this  boast  becomes  but  an  idle  one  that  de- 
ceives only  those  who  do  not  look  beneath  the  surface  of 
things.  The  cost  of  transportation  is  a  tax  on  the  indus- 
try of  the  people  and  this  country  pays  the  highest  total 
transportation  tax  of  any  in  the  world.  Our  transporta- 
tion tax  is  not  only  the  greatest  in  the  aggregate,  but  it 
is  the  greatest  per  capita.  For  instance,  the  people  of  the 
United  Kingdom  of  Great  Britain  pay  an  annual  per 
capita  transportation  cost  of  about  $15  while  our  annual 
per  capita  cost  is  approximately  $30.  I  realize  that  there 
are  other  factors  to  be  considered  and  a  mere  comparison 
of  per  capita  transportation  cost  is  not  conclusive  but  to 
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point  out  that  our  per  capita  cost  of  transportation  is 
double  that  of  other  countries  is  at  least  as  fair  and  as 
enlightening  as  the  oft-reiterated  statement  that  "our 
per  ton-mile  cost  of  transportation  is  the  lowest  in  the 
world. ' '  But  how  can  we  decrease  the  cost  and  increase 
the  efficiency  of  the  service  ?  The  man  that  will  solve  this 
problem  will,  indeed,  be  a  public  benefactor.  There  are 
many  suggestions  and  I  wish  here  to  outline  a  plan  that 
impresses  me  more  and  more  as  my  experience  grows  and 
that  I  believe  would,  if  it  could  be  properly  carried  out, 
do  much  to  the  desired  end. 

It  is  my  belief  that  many  of  the  ills  from  which  we 
suffer  in  transportation  matters  are  traceable  to  the  sepa- 
rate ownership  of  the  roads.  We  have,  in  this  country, 
more  than  1,200  railroads,  and  we  have  encouraged  the 
building  of  paralleling  and  competing  lines  and  discour- 
aged their  consolidation.  In  the  hearings  before  the  joint 
committees  of  the  Senate  and  House  of  Eepresentatives  of 
the  United  States,  commonly  known  as  the  "Newlands' 
Committee, ' '  the  railroads,  through  their  spokesman,  Mr. 
Alfred  P.  Thorn,  proposed  nine  specific  remedies,  one  of 
which  reads:  "The  grant  to  the  railroads  of  the  right 
to  merge  and  consolidate,  under  authority  of  the  Inter- 
state Commerce  Commission. "  With  this  recommenda- 
tion I  heartily  concur.  Let  us  examine  some  of  the  evils 
that  would  be  avoided  and  the  economies  that  could  be 
practiced  if  the  railroads  were  operated  as  one  great 
system  under  a  common  ownership. 

In  the  first  place,  many  discriminations  in  rates  and 
practices  would  be  eliminated  that  can  not  now  be 
reached  by  Government  regulation.  Two  factories  pro- 
ducing the  same  commodity  are  located  the  same  distance 
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from  their  common  market,  but  on  different  roads,  and 
each  of  the  roads  reaches  the  common  market  with  its 
own  rails.  The  road  serving  one  sees  fit  to  maintain  a 
much  lower  rate  than  the  road  serving  the  other,  though 
the  higher  rate  can  not  be  successfully  attacked  as  un- 
reasonable per  se.  Here  is  a  crushing  discrimination,  but 
it  can  not  be  ordered  removed  since  discrimination  on 
the  part  of  one  carrier  can  not  be  predicated  on  what 
another  carrier  does,  as  the  Interstate  Commerce  Com- 
mission has  many  times  held.  With  the  many  discrim- 
inations growing  out  of  differences  in  classification, 
minima,  etc.,  I  need  not  deal,  as  you  meet  them  in  your 
work  every  day.  Many  of  these  discriminations,  while 
fatal  to  the  prosperity  of  individual  enterprises  and  com- 
munities, affect  the  whole  people  only  indirectly,  but  the 
discrimination  between  the  long  and  short  haul  rates,  a 
discrimination  perhaps  not  "undue"  under  the  law  but 
which  grows  out  of  separate  ownership,  has  vitally  and 
injuriously  affected  the  body  politic.  It  has  been  largely 
responsible  for  congesting  our  population  in  crowded 
centers  where  the  conditions  of  life  and  labor  are  at  their 
worst. 

An  economic  waste  with  which  we  are  very  familiar 
in  this  territory,  and  which,  though  not  of  controlling 
proportion,  serves  to  illustrate  my  point,  grows  out  of 
rates  on  cross-ties.  The  southern  carriers  serving  the 
fields  where  cross-ties  are  produced,  being  large  buyers 
of  ties,  naturally  endeavor  to  get  them  as  cheap  as  pos- 
sible and  seek  to  keep  up  the  rates  so  as  to  accomplish 
this  purpose.  The  carriers  in  the  North  and  East  are  in 
dire  need  of  these  ties,  but  the  so-called  "treatment  tie" 
can  not  move  more  than  150  or  200  miles  at  the  present 


rates.  As  a  result,  the  tops  and  limbs  of  trees  that  could 
be  utilized  for  this  purpose  are  left  to  rot  in  the  woods, 
not  only  being  a  total  loss,  but  being  also  the  breeding 
place,  as  they  decay,  for  insects  that  attack  the  standing 
timber.  If  there  were  a  common  ownership  of  railroads, 
these  ties  would  be  moved  to  the  North  and  East  and  a 
great  saving  would  be  made  which  would  inure  to  the 
benefit  of  all. 

Then  there  are  the  small  lines  that  can  not  be  oper- 
ated successfully  except  under  rates  so  high  as  to  place  a 
tremendous  burden  on  the  people  they  serve,  but  which 
would  be  valuable  feeders  to  a  great  system  and  as  a  part 
of  such  a  system  could  be  operated  with  reasonable 
charges  since  the  overhead  cost  would  be  practically 
eliminated  and  the  financial  requirements  could  be  sup- 
plied at  reasonable  rates. 

And  this  brings  me  to  one  of  the  greatest  benefits  to 
be  had  under  a  common  ownership — the  obtaining  of 
capital  at  low  rates.  Much  has  been  said  recently  about 
the  reluctance  of  capital  to  invest  in  railroads.  Does 
any  one  doubt  that  a  great  corporation  owning  all  of  the 
roads  and  capable  of  making  such  tremendous  savings 
could  command  unlimited  capital  at  the  very  lowest  rates. 
Instead  of  paying  the  high  prices  for  capital  that  the 
weak  roads  now  pay,  ample  capital  for  the  entire  system 
could  be  obtained  at  lower  rates  than  the  strongest  now 
pay.  This  capital  would  not  be  at  the  mercy  of  financial 
high  binders  such  as  wrecked  the  New  Haven  and  the 
Rock  Island,  for  there  would  be  little  opportunity  for 
manipulation  if  this  single  great  public  corporation  be 
properly  protected  and  safeguarded  by  the  law  of  the 
land. 


We  are  all  familiar  with  the  economic  waste  growing 
out  of  carriers  competing  for  traffic  when  their  haul  is 
much  the  longer  and  more  expensive.  You  have  a  case 
in  point  here.  The  haul  from  Cincinnati  to  Chattanooga 
is  longer  by  the  Louisville  &  Nashville  than  by  the  Cin- 
cinnati-Southern, but  the  Louisville  &  Nashville  com- 
petes for  the  traffic,  and  the  Interstate  Commerce  Com- 
misson  has  held  that  in  fixing  reasonable  rates  between 
Cincinnati  and  Chattanooga,  the  cost  of  the  service  by 
the  Louisville  &  Nashville  must  be  considered  and  the 
cost  by  the  more  direct  route  is  not  controlling.  If  there 
was  a  common  ownership,  the  shorter  line  would  be  used 
to  the  maximum  of  its  capacity,  especially  for  freight 
requiring  expedited  service  while  the  longer  route  would 
be  used  for  slow  freight.  It  might  even  be  that  in  some 
instances  one  paralleling  road  would  be  abandoned,  ex- 
cept for  local  traffic.  This  would  appear  to  be  a  great 
waste,  but  it  is  a  waste  that  occurred  when  the  super- 
fluous road  was  built,  not  when  the  cost  of  its  unneces- 
sary operation  was  eliminated. 

Moreover,  no  new  line  would  be  built  to  compete  with 
an  existing  line  and  a  carefully  worked-out  plan  for 
future  development  could  be  used  whereby  the  new  lines 
would  be  built  where  most  needed  and  these  new  lines 
would  be  carried  by  the  rest  of  the  system  until  they  be- 
came self-supporting,  thereby  avoiding  the  bankruptcy 
through  which  most  of  our  roads  have  passed  while  wait- 
ing for  the  territories  tapped  by  them  to  develop  suffi- 
cient traffic. 

But  if  it  accomplished  nothing  else,  common  owner- 
ship would  more  than  justify  itself  if  it  succeeded  in 
avoiding  the  terrible  condition  which  we  have  recently 


endured  by  reason  of  the  failure  of  the  carriers  to  prop- 
erly distribute  and  promptly  handle  the  railroad  cars. 
No  one  can  estimate  the  hundreds  of  millions  the  resultant 
business  paralysis  has  cost  the  American  people.  I  have 
personally  been  present  at  the  annual  stockholders'  meet- 
ings of  two  manufacturing  corporations  where  the  presi- 
dent's reports  stated:  "We  made  money  the  first  nine 
months  of  1916,  but,  due  to  the  inadequate  supply  of  cars, 
we  lost  money  the  last  three  months. "  This  condition  is 
most  acute  in  the  South  and  West,  but  is  bad  enough  in 
other  parts  of  the  country.  This  situation  is  generally, 
though  incorrectly,  referred  to  as  "The  Car  Shortage," 
although  statistics  show  there  has  been  no  appreciable 
shortage  of  cars — less  than  five  per  cent.  The  evidence 
offered  at  the  general  hearing  of  the  matter  by  the  Inter- 
state Commerce  Commission  showed  that,  while  there 
may  have  been  other  things  contributing  in  some  degree, 
the  trouble  grew  out  of  two  things.  First  and  chiefly,  the 
failure  of  the  carriers  to  observe  the  rules  established  by 
themselves  for  the  return  of  cars  and  the  very  generally 
indulged-in  practice  of  "stealing  cars,"  a  practice  ad- 
mitted by  the  high  officials  of  most  of  the  roads  while  tes- 
tifying under  oath.  Second,  congestion  in  terminals  re- 
sulting in  slowing  up  of  car  movement.  If  the  roads  were 
under  a  common  ownership,  there  would  be  an  end  to  "car 
stealing, ' '  as  the  incentive  therefor  would  no  longer  exist, 
but,  instead,  the  entire  car  supply  would  be  mobile  and 
cars  sent  where  most  needed— most  needed  by  the  public, 
not  by  some  single  railroad.  The  terminal  congestions 
could  also  be  largely  eliminated  because  the  traffic  would 
be  allowed  to  flow  along  lines  of  least  resistance  and  there 


would  be  no  individual  roads  competing  for  it,  demand- 
ing the  long  haul,  etc. 

I  doubt  if  the  question  of  car  distribution  can  ever 
be  satisfactorily  settled,  except  by  a  common  ownership 
of  the  roads.  The  Interstate  Commerce  Commission  has 
rendered  great  service  in  this  matter  and  has  finally  en- 
tered an  order  for  the  prompt  return  to  owning  lines  of 
coal  and  refrigerator  cars.  It  is  doubtful  if  a  similar 
order  as  to  box  cars  would  not  cause  so  much  congestion 
and  so  much  empty  movement  as  to  do  more  harm  than 
good,  and  so  long  as  the  cars  are  separately  owned,  the 
Commission  can  not  order  them  distributed  on  any  theory 
that  does  not  recognize  the  proprietary  rights  of  the 
owner  nor  could  Congress  empower  the  Commission  to 
do  so. 

One  can  easily  think  of  many  other  ways  in  which 
the  public  would  be  benefited  by  a  common  ownership 
and  operation  of  the  railroads.  I  have  discussed  but  a 
few  of  them  and  will  enumerate  without  discussion  a  few 
more: 

The  extra  charge  for  a  two-line  haul,  now  recognized 
and  approved,  would  be  eliminated  since  there  would  be 
no  such  thing  as  a  two-line  haul. 

Eemoval  of  discrimination  in  terminals  and  the  sav- 
ing incident  to  a  single  terminal  in  large  cities. 

More  economical  use  of  equipment  through  lessening 
of  empty  movement. 

The  taking  of  through  traffic  around,  instead  of 
through,  industrial  centers,  thus  avoiding  congestion  and 
consequent  embargoes. 

Saving  of  cost  of  separate  organization,  especially 
high-salaried  presidents  and  the  large  soliciting  forces. 
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Saving  of  expense  of  accounting,  especially  interline 
accounting. 

Saving  of  expense  in  publication  of  tariffs  and  the 
affording  of  the  much-to-be-desired  simplification  of 
tariffs. 

The  question  naturally  arises, ' '  Granting  all  this,  how 
can  it  be  accomplished  and  where  does  it  lead  to?  Does 
it  not  inevitably  lead  to  Government  ownership  f " 

I  hope  and  believe  a  common  ownership  and  operation 
of  the  public  highways  can  be  accomplished  under  Gov- 
ernment regulation  without  resort  to  Government  owner- 
ship, but  if  it  can  not  be  done,  then  I  think  we  had  better 
accept  Government  ownership  with  all  its  problems — in 
the  hope  that  this  people  can  solve  those  problems — 
rather  than  endure  the  present  system.  I  think  it  has 
been  demonstrated  that  competition  in  transportation  has 
been  a  failure.  Indeed,  competition  no  longer  exists  in 
making  rates,  for  it  is  known  to  all  of  you  that  the  repre- 
sentatives of  the  carriers  now  get  together  and  agree  to 
increase  rates  and  no  one  says  them  nay.  We  now  have 
all  the  evils  of  a  monopoly  and  none  of  its  benefits.  Let 
us  keep  the  monopoly,  but  see  to  it  that  we  get  the  bene- 
fits thereof.  How  can  this  be  accomplished  without  Gov- 
ernment ownership! 

I  think  there  would  be  no  trouble  for  our  great  finan- 
ciers to  weld  the  roads  into  one  system  if  given  the  proper 
guarantees.  In  fact,  Mr.  Harriman  would  have  accom- 
plished this  in  large  part  without  guarantees  if  the 
Government  had  let  him  alone.  He  had  the  vision  to  see 
the  great  possibilities  for  economies  in  the  operation  of 
a  great  system  and  the  genius  and  daring  to  create  such 
a  system,  but,  unfortunately,  during  his  life  we  were 
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wedded  to  the  fallacy  of  competition  in  transportation. 
If  the  Government  would  adopt  a  fixed  policy  of  permit- 
ting a  corporation  formed  to  own  and  operate  all  the 
railroads,  a  certain  fixed  return  on  its  capital,  there 
would  be  no  trouble  about  raising  the  money.  Of  course, 
the  Government  should  not  do  this  unless  it  regulated 
strictly  the  issuance  of  the  securities  and  all  expendi- 
tures of  the  corporation.  My  idea  would  be  for  the  Gov- 
ernment to  arrive  at  a  liberal  present  value  of  the  prop- 
erty now  in  the  United  States  belonging  to  the  railroads 
and  devoted  to  the  transportation  service,  permit  the  is- 
suance of  securities  to  that  amount  with  the  assurance 
of  the  Government  that  a  fixed  income  of,  say  four  per 
cent,  should  be  paid  thereon,  then  fix  rates  so  as  to  earn 
this  four  per  cent  even  in  the  lean  years.  These  securi- 
ties would  be  as  safe  as  Government  bonds  and  would 
soon  become  the  savings  banks  of  the  people.  When  I 
say  earn  four  per  cent,  I  mean  earn  four  per  cent,  plus 
operating  expenses,  including  maintenance  and  necessary 
betterments.  The  only  new  securities  that  would  be  per- 
mitted to  be  issued  would  be  for  the  actual  cost  of  con- 
structing additional  lines.  By  limiting  new  securities  to 
the  cost  of  new  construction,  we  would  avoid  requiring 
the  public  to  pay  an  income  on  improvements  that  the 
public  has  itself  provided.  We  know  that  improvements 
have  been  made  out  of  earnings,  in  addition  to  a  fair 
return  on  the  investment;  later  these  improvements  have 
been  capitalized  and  the  public  made  to  pay  to  the  rail- 
roads a  return  on  the  capital  which  the  public  has  fur- 
nished. This  is  compelling  the  public  to  carry  its  own 
cross.  By  limiting  new  securities  to  cost  of  new  roads 
we  would  also  save  the  public  from  paying  interest  on 
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enhanced  values  due  to  the  growth  of  the  country.  It 
has  been  estimated  that,  by  reason  of  this  fact,  the  phys- 
ical property  of  the  railroads  is  increasing  in  value  at 
the  rate  of  $300,000,000  per  year.  This  "unearned  incre- 
ment "  is  being  capitalized  from  time  to  time  and  the 
public  required  to  pay  a  return  thereon. 

Of  course,  there  would  have  to  be  the  strictest  super- 
vision of  operating  expenses,  and  to  this  end  the  Govern- 
ment would  have  to  have  the  right  to  control  salaries, 
wages  and  expenditures  of  all  kinds,  and  it  would  be 
necessary  for  the  Government  to  revise  rates  from  time 
to  time. 

As  to  operation,  there  would  have  to  be  a  division  into 
operating  units  of  1,000  to  2,000  miles  each,  just  as  the 
Pennsylvania  Railroad  now  divides  its  lines,  for  operating 
purposes,  into  Pennsylvania  Line  East  and  Pennsylvania 
Line  West.  The  men  who  operate  these  divisions,  how- 
ever, work  with  a  common  purpose  and  to  a  common  end. 
They  may  steal  cars  from  the  Louisville  &  Nashville,  but 
they  do  not  steal  them  from  each  other. 

It  may  be  asked:  In  what  way  is  this  plan  better 
than  Government  ownership?  My  answer  is  that  it  pro- 
vides for  the  elimination  of  discriminations  and  the  appli- 
cations of  sound,  public  economics,  just  as  does  Govern- 
ment ownership,  but  it  does  not  make  the  railway  em- 
ployee a  Government  employee  subject  to  the  baleful  in- 
fluence of  politics.  It  is  my  fear  of  this  political  factor 
that  causes  me  to  oppose  Government  ownership,  and  my 
effort  has  been  to  conceive  something  that  will  give  us 
the  benefits  of  the  operation  of  our  national  transporta- 
tion system  as  a  unit  without  Government  ownership,  for 
I  am  persuaded  that  unless  some  plan  be  devised  that 
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will  give  to  this  country  a  vastly  improved  transporta- 
tion system,  a  really  national  transportation  system  un- 
der which  discrimination  shall  be  eliminated,  economies 
effectuated,  and  constantly  improved  service  furnished 
at  a  lessening  cost — unless  this  can  be  done,  Government 
ownership  is  not  only  inevitable,  but,  in  my  judgment, 
it  is  near  at  hand. 

Let  us  not  deceive  ourselves;  the  people  of  this  coun- 
try are  becoming  desperate  on  this  question  of  transpor- 
tation. With  inability  to  get  cars  when  cars  are  most 
needed,  inability  to  get  cars  transported  with  reasonable 
dispatch  when  cars  are  finally  obtained,  with  embargoes 
without  end  and  without  notice,  with  penalty  added  to 
penalty  and  all  the  while  charges  advanced — one  rate  in- 
crease after  another  with  that  which  was  formerly  in- 
cluded in  the  rate  now  made  the  subject  of  a  separate  and 
excessive  charge — with  all  this  can  we  expect  the  public 
to  be  other  than  restless,  demanding  a  change? 

It  behooves  those  of  us  who  deal  constantly  with  these 
problems,  whether  in  the  railroad  service  or  out  of  it, 
to  devise  a  remedy  if  we  would  save  the  country  from 
Government  ownership — the  otherwise  inevitable  result 
of  the  rising  tide  of  discontent. 

I  thank  you  for  your  attention. 
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